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E X P O R T  P R O M O T I O N  

Subsidies to Exports in Developing Countries 
by Professor Dr Emil KOng, St. Gallen 

B oth wi th in  the f r amework  of the  W o r l d  Trade  
Confe rence  of 1964 and  the  Uni t ed  Na t ions  Con- 

fe rence  on  Trade  and  D eve l opm en t  (UNCTAD) orig- 
ina t ing  from it, the  deve lop ing  count r ies  r e com m ended  
tha t  t hey  should  be  au tho r i sed  to pu r sue  expor t  pro- 
mot ion  b y  subs id is ing  the i r  exports .  Sooner  or l a t e r  
th is  idea will  h a v e  to be  discussed,  s ince  a n u m b e r  
of a rgumen t s  is f avour ing  it. For  the  t ime  being,  
howeve r ,  GATT (Genera l  A g r e e m e n t  on  Tariffs and  
Trade)  is obs t ruc t ing  this  p ro jec t  as the  A g r e e m e n t  
d i sapproves  of expor t  subsidisa t ion.  Tha t  govern-  
men t  subsidies  to expor ts  c rea te  d is tor t ions  of com- 
pe t i t ion  is the  r ea son  for th is  d isapproval .  The  sup- 
p l ie rs  in the  respec t ive  count r ies  would  be e n a b l e d  
to sell  t he i r  p roduc ts  at  l ower  pr ices  t han  o thers  
a l t hough  t hey  m a y  h a v e  the  same  cost prices.  The  
in t en t ion  was to avo id  such d is tor t ions  as far as pos- 
sible. 

The  r e p r e s e n t a t i v e s  of deve lop ing  count r ies  a rgue  wi th  
re fe rences  to just ice,  whi le  n e v e r t h e l e s s  t h e y  t ake  
the  v i ew  tha t  the  s t andards  of GATT should  b e  in- 
t e rp re t ed  in the i r  favour.  They  set  for th that ,  a l t hough  
it  wou ld  be  adv i sab le  to p roh ib i t  expor t  .subsidies 
gene ra l l y  if t he  condi t ions  in the  coun t r i es  i n v o l v e d  
a re  more  or less  similar,  in th is  connexion ,  however ,  
th is  be  out  of the  quest ion.  For, on  the  one  side, the re  
were  the  deve loped  and  p rospe rous  indus t r ia l  nat ions ,  
and, on  the  other ,  t he  poor  deve lop ing  countr ies .  
W h a t  would  be  a d e q u a t e  for the  former  group, need  
not  at  all b e  so for the  la t ter .  On  the  cont rary ,  
jus t ice  would  call  for pay ing  a t t en t ion  to the  bas ic  
d i f fe rence  in prosper i ty .  The  indus t r ia l  na t ions  would  
be much less d e p e n d e n t  on  addi t iona l  expor t  and  
fore ign exchange  proceeds  t han  the  deve lop ing  coun- 
tries. 

In fact  i t  c anno t  b e  den ied  t ha t  the  amoun t  of avai l -  
ab le  fore ign  cur renc ies  is t he  dec i s ive  l imi ta t ion  of 
t he  indus t r i a l i sa t ion  process  of poor  economies .  If the 
foreign exchange  proceeds  are  inc reas ing  for some 
r eason  or other ,  add i t iona l  cap i ta l  goods m a y  be  
impor ted  and  new  jobs c r e a t e d - - p r o v i d e d  tha t  this  
capi ta l  is  no t  aga in  inves t ed  for secur i ty  reasons  in 

Europe  or Amer ica .  So also the  pa r tne r s  in  rich coun-  

t r ies  h a v e  to admi t  tha t  an  inc reas ing  f low of foreign 

exchange  to the  ma te r i a l ly  backward  economies  would  
b e  des i rable .  

The Disillusion 

Simul taneous ly ,  however ,  t hey  h a v e  to admi t  tha t  
d e v e l o p m e n t  aid be ing  offered in the  shape  of gifts 
and  capi ta l  a id  did not  grow in r ecen t  yea r s  bu t  

s t agna t ed  more  or  less. The re  a re  ce r ta in ly  reasons  
for this. T h e y  m a y  be  found  in the  fact  tha t  the  
success  of measu res  t a k e n  h i the r to  is qui te  unsa t i s -  
fac tory  and  t ha t  o r ig ina l ly  a much be t t e r  eff ic iency 
had  b e e n  hoped  for. This  a t t i tude  consequen t ly  leads  
to the  d e m a n d  for more  self-aid. Wha t ,  however ,  
would  be  more  sui ted  to demons t r a t e  th is  self-aid 
t han  an  in tens i f ied  exchange  of goods wi th  the  de- 
ve loped  countr ies ,  which would  g ive  the  deve lop ing  
areas  the  chance  of ea rn ing  the  d e s i ~ d  addi t iona l  
foreign c u r r e n c y  by  the i r  own  efforts? And  would  
subsidies  to expor ts  no t  comply  wi th  this demand?  

Moreover ,  t he re  is ano the r  considera t ion.  It is qui te  
obvious  tha t  deve lop ing  count r ies  might  ob ta in  h igher  
fore ign exchange  proceeds  if the  r icher na t ions  would  
open  the i r  marke t s  more  than  hi ther to .  But such a re- 
duc t ion  of tariffs and  q u o t a s - - p o s s i b l y  l imited to sup- 
plies from deve lop ing  c o u n t r i e s - - i s  mee t ing  wi th  
cons iderab le  difficulties. However ,  as long  as such a 
reduc t ion  c a n n o t  be  real ised,  the  "poor  South" migh t  
be  offered ano the r  oppor tun i ty  to inc reas ing ly  jo in  
wor ld  t rade- - i . e ,  by  admi t t ing  subs id i sa t ion  of ex- 
ports.  

The General Prejudice 

Fur the r  a rgumen t s  may  be  quo ted  still  to jus t i fy  this  
demand.  So it is a fact tha t  p roducers  of raw mate r i a l s  
and  fa rming  produc ts  are  p re jud iced  by  m o d e r n  
technical  deve lopments ,  t ha t  con t inous ly  p roduce  new  
plas t ics  thus  rep lac ing  t rad i t iona l  r aw mate r ia l s  and  
text i le  fibres. The  raw mate r ia l  demand  for a prod-  
uct  un i t  is dec l in ing  because  one  is l ea rn ing  h o w  
to use  these  mater ia l s  more  economical ly .  Sa lvaged  
mate r ia l s  are  inc reas ing ly  red i rec ted  into the  circula-  
t ion  of goods and  reduce  new  demand.  Foodstuffs  
p ro f i t - - i f  a t  a l l - - v e r y  much be low ave rage  from eco- 
nomic growth,  e i the r  because  t he i r  pe r  capi ta  sales  
r ema in  more  or less unchanged,  because  the  indus t r ia l  
na t ions  adhe re  to a p r o n o u n c e d l y  p ro tec t ion i s t  pol icy 
in favour  of the i r  own  agr icul ture ,  or  because  the  
farmers  inc rease  v igorous ly  the i r  p roduc t ion  in the  
domest ic  m a r k e d  in indus t r ia l i sed  na t ions  r e se rved  
for them. 

S imul taneous ly  f requen t  pr ice  f luc tuat ions  are a typi-  
cal fea ture  of condi t ions  in the  field of in t e rna t iona l  
s tap le  goods and  thus  also fore ign exchange  proceeds  
a re  v e r y  insecure .  This  of course  mus t  r ender  reg- 
u la t ed  long- te rm i n v e s t m e n t  ac t iv i t ies  most  difficult. 
In the  case  of mono-cu l tu res  the  producers  canno t  do 
much abou t  these  f luctuat ions.  No w o n d e r  tha t  unde r  
such condi t ions  a wider  d ivers i f ica t ion  of the  r a n g e  
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of produc ts  is d e m a n d e d - - e v e n  though  its r ea l i sa t ion  
would a b a n d o n  the  p r e s en t  spec ia l i sa t ion  car r ied  
th rough  owing to the  compara t ive  costs. 

Industrlallsation a Way.out? 

It is qui te  obv ious ly  one  of the  poor  economies" basic  
p rob lem how to offer jobs  to ava i l ab le  labour  wi l l ing to 
work.  In the  p r ima r y  sec tor  of fa rming  this  possibil i-  
ty  is v e r y  l imited indeed.  A b o v e  all the  s econda ry  
sec tor  of i ndus t ry  comes  into ques t ion  for the  solu- 
t ion of this  problem.  In the i r  difficult  ini t ia l  pe r iod  
indust r ies  c an  be  deve loped  by  offer ing them pro- 
tec t ion  in the  shape  of "educa t iona l  tariffs" aga ins t  
too powerfu l  fore ign compet i t ion.  Thus  in Latin Ame-  
r ica  we find tariffs  of 100 or even  200 per  cent  tha t  
are  supposed  to achieve  this  purpose.  It is the i r  on ly  
d i s a d v a n t a g e  that ,  as k n o w n  by  exper ience ,  t hey  are  
a lmost  n e v e r  abo l i shed  again,  and  the i r  p ro tec t ive  
funct ion  becomes  a p e r m a n e n t  ins t i tu t ion.  Thus  of 
course  they  lose the i r  macro-economic  r ight  to exist.  

Therefore ,  could  and  should  indus t r i a l i sa t ion  not  be 
p romoted  some o ther  way?  Wou ld  it no t  be  more  
a d v a n t a g e o u s  to p romote  such sectors  of product ion,  
tha t  are  work ing  for expor t  and  thus  for this  r e a s o n  
a lone  should  be  able  to compete  in te rna t iona l ly?  
Is it no t  n e c e s s a r y  to cons ider  the  fact  t ha t  t he  
popu la t ion ' s  purchas ing  power  does not  ye t  suffice 
for some of the  indus t r ia l  manufac tu res?  Is u n d e r  such 
condi t ions  the  size of an  en te rp r i se  no t  depend ing  
necessa r i ly  on expor ts?  W o u l d  it thus  not  be prefer-  
able  to employ the  ava i l ab le  funds for subsidies  to 
expor ts  and  not  for p ro t ec t i ve  tariffs? W o u l d  the  mis- 
d i rec t ion  of p roduc t ive  facil i t ies no t  be  smal ler  wi th  
such a so lu t ion  than  wi th  a p ro tec t ion i s t  one?  

The Reverse of the Medal 

First  we not ice  tha t  indeed  qui te  impor t an t  facts  are 
advoca t ing  a subs id i sa t ion  of exports .  However ,  as 
wi th  mos t  economic  pol icy d iscuss ions  a de ta i led  
ana lys i s  is showing  tha t  also the  opponen t s  do not  
lack a rgumen t s  and  tha t  a conv inc ing  dec is ion  on the  
pros  and  cons is by  no means  easy. To beg in  wi th  
one  of the  most  impor t an t  l imi ta t ions  to the  success  
of the  p l anned  p rocedure  is the  fact  tha t  by  no means  
h igher  foreign exchange  proceeds  are  to be  ob ta ined  
in all cases, if the  sales  pr ice  of an  expor t  p roduc t  
is r educed  art if icial ly.  In order  to i l lus t ra te  this  it 
is to be  a s sumed  tha t  a ce r ta in  p roduc t  h i the r to  has  
b e e n  offered at  a pr ice  of 100 Francs  a piece  and  
tha t  the  sales vo lume  has  been  100 pieces.  The  to ta l  
p roceeds  thus  a m o u n t e d  to 10,000 Francs.  

Now the  sa les  pr ice  would  be  reduced  b y  20 pe r  cent ,  
i.e. to 80 Francs  a piece, because  the  expor t ing  

coun t ry  is g r an t i ng  an  expor t  bounty .  If the  sales  

v o l u m e  remains  the  same, the  t u r n o v e r  in t e rms  of 
v a l u e  is r educed  to 8,000 Francs.  In real i ty ,  however ,  

t he  sa leab le  vo lume  should  increase .  But this  inc rease  

would  h a v e  to be  qui te  cons ide rab le  in order  on ly  

to compensa t e  the  loss caused  by  the  pr ice  reduct ion.  

This is a ques t ion  of the  so-cal led pr ice-e las t ic i ty  of 

demand.  If th is  does not  surpass  a ce r t a in  minimum,  
in spi te  of subsidies  the  resul t  will  no t  be  an  inc rease  
but  poss ib ly  even  a r educ t ion  of the  fore ign exchange  
inflow. A n d  even  though  the  expor t  in te rms of 
va lue  should  rise, the  scale  of this  reac t ion  is 
poss ib ly  so modera t e  tha t  the  whole  effort  is a lmost  
not  prof i tab le  at  all. For it mus t  not  be  ignored  tha t  
of course  the  requ i red  funds  h a v e  to be  ra i sed  some- 
how and  tha t  for this  purpose  the  t a x p a y e r s  of the  
expor t ing  coun t ry  h a v e  to be  soaked.  

Prospect of Success 

A recap i tu la t ion  of the  deve lop ing  count r ies '  expor t  
p roduc t s  seems to ind ica te  tha t  a h igh  pr ice  e las t ic i ty  
of domest ic  d e m a n d  for fa rming  produc ts  and  raw 
mate r ia l s  is r a the r  improbable .  For, if these  goods 
are  offered at  lower  prices,  in excep t iona l  cases on ly  
m a n y  more  of t hem will  be  bought .  The  sa les  chances  
will  r a t h e r  be  inf luenced ma in ly  b y  the  leve l  of 
e m p l o y m e n t  in indus t r ia l  count r ies  and  by  the  n u m b e r  
of consumers .  The chances  a re  not  much be t t e r  in the  
case  of semi-f in ished and  f in ished manufac tu res .  Here  
the  less deve loped  count r ies  will  ma in ly  p roduce  
those  s tap le  goods of lower  qua l i ty  tha t  requi re  
compara t i ve ly  small  capi ta l  e x p e n d i t u r e  but  much 
manpower .  It is these  products ,  howeve r ,  t ha t  fre- 
quen t ly  be long  to the  " infer ior  goods ' ,  which in t he  
course  of inc reas ing  p rospe r i ty  a re  g radua l ly  rep laced  
b y  b e t t e r  ones.  

Moreover ,  it has  to be  po in ted  out  tha t  the genera l  
app l ica t ion  of expor t  subs id ies  will  show v.ery dif- 
fe rent  resul t s  f rom tha t  case, in which one  coun t ry  
a lone  is us ing  this  ins t rument .  If t he  ar t i f icial  re- 
duc t ion  in pr ices  is l imi ted  to one  coun t ry  alone,  
t hen  it is no t  imposs ib le  tha t  this  c o u n t r y  will  be  
able  to inc rease  its expor t  p r o c e e d s - - a t  the  expense  
of o thers .  If, however ,  all t hese  count r ies  do t he  
same, no th ing  will be  changed and  the  overa l l  resu l t  
may  be  v e r y  wel l  r a t h e r  d isappoint ing.  

The Terms of Trade 

In this  case  one  th ing  on ly  is cer tain,  i.e. tha t  the  
deve lop ing  count r ies  will  hu r t  themselves .  Namely ,  
they  sell  t he i r  p roduc ts  at  lower  pr ices  t han  before  
wi thou t  c rea t ing  any  i n d u c e m e n t  for the  indus t r ia l  
count r ies  to supply  the i l  manufac tu res ,  impor ted  b y  
the  less deve loped  nat ions ,  at  lower  prices,  too. (For 
the  sha re  of r aw mate r ia l s  in the  f inal  se l l ing pr ice  
e.g. of i n v e s t m e n t  goods is v e r y  negligible.)  The  re- 
sul t  will  t he re fo re  be  tha t  the  poor  na t ions  de t e r io ra t e  
the  te rms of t rade  app ly ing  to t h e m - - w h i l e  a l r eady  
now they  a re  compla in ing  how much th is  "real  ex- 
change  rat io"  has  d e v e l o p e d  to the i r  d i sadvan tage .  

Such pol ic ies  do not  seem to be  v e r y  logical.  A t  bes t  
t hey  migh t  be  just i f ied s o m e w h a t  if t he  vo lume  of 
sa les  could be ra i sed  to a cons ide rab le  ex t en t  and  
if in connec t ion  wi th  this  d e v e l o p m e n t  much more  
l abour  could  be  in t eg ra t ed  in to  t he  indus t r ia l  pro- 
duc t ion  process.  However ,  a p re requ i s i t e  to this  suc- 
cess in the  field of e m p l o y m e n t  pol icy  a re  e x t e n s i v e  
i n v e s t m e n t s - - i n v e s t m e n t s  for which the  cor respond-  
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ing mater ia l  capi ta l  goods in mos t  cases have  to be  
impor ted  first from the  indus t r ia l  countr ies .  

Moreover ,  care  would  h a v e  to be  t a k e n  tha t  the  
deve loped  economies  were  not  a l lowed to take  
de fens ive  measu res  aga ins t  this  officially app roved  
dumping.  For o the rwise  it migh t  happen  tha t  the  
impor t ing  countr ies ,  in order  to defend themse lves  
aga ins t  this  pr ice cut t ing,  would  ra ise  com pens a to ry  
dut ies  reaching the  level  of this  "dumping  margin" .  
This is wha t  would  h a p p e n  f ina l ly  in such a case:  
The t a x p a y e r s  in the  deve lop ing  count r ies  would  
h a v e  to ca r ry  a h e a v i e r  tax burden ,  which indi rec t ly  
would  be  to the  a d v a n t a g e  of the  t r easur ies  and  tax- 
paye r s  in  rich countr ies ,  w i thou t  any  poss ib i l i ty  of 
enforc ing  addi t iona l  fore ign  exchange  proceeds .  Cer-  
t a in ly  a pa radox ica l  t r ans fe r  of purchas ing  power.  

The Alternative of Devaluatlon 

Subsidies  are somewha t  p rob lemat i ca l  anyway .  In 
less deve loped  countr ies ,  however ,  the  r isk of a 
misuse  is pa r t i cu la r ly  great ,  as these  funds migh t  
ooze a w a y  wi th in  the  adminis t ra t ion ,  or the  rece ivers  
might  use  them for o the r  purposes  than  had  been  
planned.  Therefore  it would be  p re fe rab le  if the  same  

effect could be  ob ta ined  some o ther  way.  This appl ies  
to a deva lua t ion ,  s ince  this  dev ice  also c rea tes  be t t e r  
sales  chances  for the  expor ters .  S imul taneous ly  i t  
p roduces  a n o t h e r  result ,  i.e. t ha t  foreign exchange  
d e m a n d  of imports  is r a the r  decl ining.  The t axpaye r s  
could be  spa red  for the  t ime being.  The re  would  be  
no n e e d  of a special  admin i s t r a t ion  and  thus the re  
would  be  no r isk of corrupt ion.  W h y  not  app ly  this  
i n s t rumen t  ins tead  of pers i s t ing  in subsidies  to exports?  

In fact such a solut ion of the  p rob lem would  meet  
wi th  i ncomparab ly  smal ler  obs t ruc t ion  also on the  
s ide of the  indus t r ia l  nat ions .  The deve lop ing  coun- 
tries" cur renc ies  are  mos t ly  o v e r v a l u e d  ra the r  than  
under ra ted .  If ins tead  one  would  change  over  to 
"real is t ic"  exchange  ra tes  or  e v e n  to a ce r ta in  under -  
va lua t ion ,  the  fore ign exchange  cont ro l  measures  need  
not  b e  main ta ined ,  as the  ba l ance  of p a y m e n t s  wou ld  
be  squared  au tomat ica l ly .  These  were  a d v a n c e m e n t s  
tha t  the  deve loped  economies  would  we l come  hear t i -  
ly. The n i g h t m a r e  of "compe t i t ive  deva lua t ions" ,  dat- 
ing from the  thir t ies ,  has  lost  its power  to a larm in 
a t ime of o v e r e m p l o y m e n t  and  in f la t ionary  tendencies .  
W h o  knows  w h e t h e r  or  no t  the  deva lua t ion  of the  
Ind ian  Rupee of June,  1966, did not  base  on  such 
ideas? 

J O I N I N G  THE C O M M O N  M A R K E T  

Waiting List for Associate Members 
by Klaus-Peter Waldberg, Hamburg 

C ons ide red  superf icial ly ,  one  migh t  a lmost  gain the  
impress ion  tha t  EEC is l ike  the  magic ian ' s  ap- 

p ren t i ce  who  can  no longer  cont ro l  the  spiri ts  he  
has  invoked .  Only  too often, in r ecen t  years ,  h a v e  
compla in t s  abou t  t rade  pol icy  from our  pa r tne r s  in 
Europe and  ab road  been  answered  by  re fe r r ing  to the  
oppor tun i t i es  to be  de r ived  from assoc ia t ion  wi th  the  
Common  Market .  Now the  appl ica t ions  a re  mul t ip ly-  
ing and  Brussels  will  soon h a v e  to draw up a wai t ing  
list. Such a s i tua t ion  could become  ve ry  u n p l e a s a n t  
because  the  EEC- -and  in pa r t i cu la r  the  Counci l  of 
Min i s t e r s - -does  not  appea r  to h a v e  dec ided  on  a 
c lear  me thod  of procedure .  

A Great Number of Applications 

Right  from the  outset ,  18 former  colonial  te r r i tor ies  
of France,  Belgium and  I ta ly  in Afr ica  were  con- 
nec t ed  wi th  EEC by  means  of an  Assoc ia t ion  Agree-  
ment .  Af te r  this  has  e x p i r e d - - t h e  in i t ia l  l imit  was  
5 y e a r s - - t h i s  A g r e e m e n t  was  rep laced  by  a second  
one  at  the  reques t  of the  s ta tes  conce rned ;  these  had  
m e a n w h i l e  ga ined  the i r  independence .  Fol lowing th is  
paffern,  an  Assoc ia t ion  A g r e e m e n t  was  conc luded  
w i th  Niger ia  a y e a r  ago. Af te r  long  negot ia t ions ,  
Greece  and  Turkey  b e c a m e  assoc ia te  m em ber s  in  
1964 and  1965 respect ive ly .  T he  las t  colonial  terr i to-  
r ies of a few EEC c o u n t r i e s - - S u r i n a m  and  the  Dutch 

Anti l les ,  for ins tance-- -must  also be added  to the  
group of EEC assoc ia te  members .  

The n u m b e r  of candida tes  who  would l ike to achieve 
a s imilar  s ta tus  is v e r y  large. Negot ia t ions  have  been  
p roceed ing  wi th  Aus t r i a  for some time. Sweden 's ,  
Por tugal ' s  and  Swi tzer land ' s  appl ica t ions  for associa-  
t ions have,  in pract ice,  b e e n  do rman t  s ince  1963, bu t  
if Bri ta in 's  r eques t  to jo in  is repeated,  a r enewa l  of 
these  mus t  also be  ant ic ipated.  Finland,  which has  
h i the r to  been  assoc ia ted  wi th  EFTA, would  p robab ly  
fol low suit. In the  pas t  few days  the  Commiss ion has  
r ece ived  a def in i te  manda te  which al lows it to ne- 
go t ia te  in detai l  wi th  Spain  on the  la t te r ' s  des i re  to 
become  an  assoc ia te  member ,  p re sen ted  th ree  yea r s  
ago. It is also p robab le  tha t  f inal  a r r angemen t s  wil l  
now be  made  wi th  the  Maghreb  S ta te s - -Alge r i a ,  
Morocco,  Tun i s i a - -wh ich  h a v e  long wished  to be- 
come assoc ia te  members .  Israel  wishes  to rep lace  i ts 
t rade  ag reemen t  wi th  the  EEC by  an  assoc ia t ion  
agreement .  Talks  wi th  the  th ree  East Af r ican  coun- 
t r i e s - K e n y a ,  Tanzan ia  and  U g a n d a - - a r e  at  p r e sen t  
in abeyance ,  bu t  wil l  ce r t a in ly  b e  r e sumed  shor t ly .  
On ly  recent ly ,  Indones ia  was a lmos t  g r an t ed  a n  as-  
soc ia t ion  ag reement .  I t  was  appa ren t ly  on ly  a t  the  
las t  m o m e n t  t ha t  the  de lega t ion  which had  t r ave l l ed  
to Brussels  to p re sen t  Indones ia ' s  app l ica t ion  changed 
its mind  about  th is  project .  
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